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Why Are Rate Studies Importante

Helps o maintain the long-term health and
INnfegrity of the utility system

Quantifies policies, priorities, and initiatives
Tells the “true” cost of providing service
Tracks cost information

Evaluates equity between customer groups

Communicates financial decisions and their
Impact

Management tool
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A Successtul Rate Study is...

e A blend of informatfion and expertise
from ALL departments:

— Finance

— Engineering

— Customer Service
— Administration

....... NOT simply just a

financial exercise!
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Sensitivities & Priorities
Sefting the Stage

Fiscal Policies
Establishing Study Foundation

------T-------
_f;

Revenue Needs Assessment

Key Rate Study Steps

Cost of Service Analysis

Forecasting Costs & Revenues

Evaluating Customer Equity
Rate Structure Design
Collecting the Target Revenue

6 Public Education

Fosfering Understanding &
Acceptance

Your needs and objectives determine the
steps to complete!
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Al Establishing Sensitivities and
- Priorities

Less/No More/Yes
Cost Based Rates? } I
Renewal and replacement funding? } l
Affordability? } I-
Smooth rate impacts over time? } '

' Eliminate Allowance in Rates? }

I Level of debt funding? }

I Continue conservation? }
.
L |
e
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Role of Financial Policies

Basis for financial performance and
pudgeting
Plan for weathering financial disruptions

~oundation for consistent financial/rate
decisions

Documentation of management
philosophy

— To customers and outside financial community

Documentation of Policies Ideal

XS FCS GROUP - Page 7
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Example Fiscal Policies

Purpose

Target

Water = 90 Days O&M

Operating quU|d|Ty cushion fo occommpdc’re Sewer = 45 Days O&M
Reserve cyclical cash flow fluctuations .

Storm/Solid Waste = 30 Days O&M
qul.ml TO.”?ee* emergency repdais, 1% - 2% of Original Cost Asset
Contingency unanticipated capital, and project Values
Reserve cost overruns
Capital . . . Annual Depreciation Expense;
Reblacement Promote ongoing system integrity A D (ation less debt

P . through reinvestment in the system. nnual bepreciarion fess e
Funding principal

Debt Service
Coverage

Compliance with existing loan/debt
covenants and maintain credit
worthiness for future debt issuance.

Target 2.0; Minimum
Requirement 1.25

< FCS GROUP
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4wy Role of a Revenue Requirement

{4

Analysis

Multi-year financial plan

Determines the amount of revenue
necessary to meet all utility financial
obligations

Evaluates sufficiency of current rates on a
stand-alone basis

Develops annual rate implementation
strategy

C
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iy  Revenue Requirement Elements

it

Fiscal Policy Forecast of

Achievement " Revenue af
Existing Rates

Forecast of
+ O&M Costs

Existing & Annual

Caplcij’rgT(e:(cj)s’rs g NewDebt = Revenue
P Service Requirement
PECS GROUP Page 10
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= Revenue — Considerations

e Forecast of revenue generated by
customer class

e Should consider 3-5 year historical revenue
trends

* Include revenue from other operating
fees/charges
DO not include beginning balance

— One fime revenue that can mask rate
evaluation

C
® FCS GROUP Page 11
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Separating operating and capital activities facilitates more accurate
forecasting

= Two Key Cost Areas
Operohons & Capital Infrastructure
Maintenance
e Regular, ongoing activities | ¢ Large, discrete projects
e Highly fime & schedule e Limited fime, schedule
sensitive sensitivity
 Predicable, steady e Long-term in nature
spending patterns e Inconsistent, varied
* Predictable, regular spending patterns
funding source e Inconsistent, varied funding
sources
.
I
|
L
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Operating Cost Considerations

Historical cost review
Inflation factors, CPI, CCl, labor contracts
Strategic program initiatives

Additional or enhanced needs (staffing, regulatory
requirements)

Increasing costs (purchases, materials, supplies,
electricity)

Indirect costs (overhead allocation up to date?)

Review of excise tax calculation

<
e Page 13
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Capital Cost Considerations

e Basis for costs is comprehensive plan or
Infernally developed CIP

- Costs escalated for inflation?
- What is year of anticipated consfruction?

 Funding Sources — hierarchy of use
- No cost resources first — grants/developer conftributions

- Existing revenue — connection/facility charges, rate
funded capital, other tfransfer

Existing resources — cash balances
“Preferred” debt —low interest loans, G.O. Bonds
Traditional debt —revenue bonds

)FCS GROUP o Poge 14
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Capital Funding Impacts

Key Rate Components

+ Debt Service (existing & new)

— Revenue Requirement

— Revenue from Rates

Capital Funding

- Contributions (grant/developer)

- Rate Funded Capital

— Debt Funding (loans/bonds) i

“» FCS GROUP Page 15
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Capital Cost Considerations

 Funding Philosophy
— Cash (pay-as-you-go)- Higher Near Term Rates

Existing customers pay 100% of initial costs

— Debt Financing — Lowest near-term Rates

Mitigates immediate rate impacts of costly capital
More closely matches costs to useful life of asset
Spreads costs between existing and future ratepayers
Debt capacity may be an issue

— Hybrid
- Define areasonable basis for cash/rate funding (R&R projectse)

- Evaluate need for debt(large, long life projects)
- Aligns funding with nature of capital project

#» FCS GROUP Page 16
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Revenue Requirement =

Overall Revenue Needs

30,000,000

Revenue Requirement Summary

25,000,000

20,000,000
15,000,000
10,000,000

5,000,000

2013

2014

mmmm Cash Operating Expenses

mmmm Existing Debt Service

mmmm Reserve Funding
= == «Total Revenue After Increase

2015 2016 2017

mmmm Power Expense

Rate Funded System Reinvestment

e Total Existing Revenues

Ay
"
e
]
e

2013 2014 2015 2016 2017
Rate 4.50% 4.50% 3.25% 3.25% 3.25%
Increases
L
«® FCS GROUP
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|dentifies total
financial
obligations

Evaluates
sufficiency of
existing rates

Develops
annual rate
strategy
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Cost of Service = Equity Evaluation

e Cost of service indicates how the rate
adjustment will be equitably distributed
among customer classes

e Cost allocations are based on

— Industry Standard Methodologies
— Unigue usage characteristics (use and demands)
— Unique facility requirements (planning and design criteriq)

Class Existing 2014 COSA S Difference % Difference
Revenvue
Single Family $ 3,740,000 [ $ 4,014,516 $ 274,516 7.3%
Multi-Family 1,700,000 1,893,800 193,800 11.4%
Commercial 1,360,000 1,571,684 211,684 15.6%
Total S 6,800,000 | S 7,480,000 | S 680,000 10.0%
s )FCS GROUP Page 18
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Rate Design = Revenue Collection

 Creation of rate structures that recover the target
level of revenue

e Primary communication with customers

e Composed of fixed and/or variable charges

e Considerations:

Equity of rates

Complexity of rates (understandable & implementable)
Rate Impacts

Revenue stability and predictability

Social objectives (affordability, economic development,
conservation, etc.)

“+»FCS GROUP Page 19
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Public Education/Communication

« Greater public scrutiny requires public
engagement, education and transparency

* Multiple options available
— Dedicated website

— Open house o
. City of Richland

- ROTe CommITTee E_ner_gy Seryices

— Bill calculators s

— Frequently asked questions

— Newsletters

— Bill stuffers/notices ET?T ?ﬂ'%

J— Trgveling pUb”C meeTingS -P an B demo? @;Inchm“ . 5099427612 s dlEg at

— Radio/television interviews

11 ;v
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Rate Study Discussion Topics

. Beginning fund balance

. Self supporting rates concept
PAy as you go capital funding
~und balance assessment
Debt funding

Depreciation funding
Developing a rate strategy

NOo oA W
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P Overview of Rafe Setting
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Key Rate Components

Major Capital

- Contributions (grants/developer)

- Total Revenue Requirement |- Development Charges SDC/GFC) |

- Rate Funded Capital

+ Debt Service (existing & new)

y

— Revenue from Rates

—| = Debt Funding (loans/bonds)

Fund Balance

- Target Balance (90 days O&M)

= Available for Capital

All scenarios must satisfy cash flow needs, fund balance requirements and
debt service coverage targets

< FCS GROUP Page 22
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Sample Utllity Information

~ $4.9 million in rate revenue
~%$4.6 million O&M
~ $900K annual debt service

$0 dedicated rate funded
capital

$3.0 million in fund balance

90 Day O&M fund balance
target

« ($1.1-$1.3 million)

Description Budget
Investment Interest 91,600
Misc Transfers 335,200
Capital Projects 1,448,000
Trf related to CIP 82,100
Retail Sales 4,982,588
Investment Interest 76,800
Delinquent Interest 11,000
Sale of Scrap & Junk 1,000
Judgments & Settlements 1,000
Debt Service Transfers 38,800
Misc Transfers 335,200
Part Time Employees 31,200
Overtime/Call-Back Pay 42,000
Full Time Employees 768,900
Supplemental Life 1,200
State Unemployment 2,400
LTD 3,200
Workers Comp 27,000
Retirement - PERS 60,200
FICA 63,000
Ins - Medical/Dental 196,900
Comp Equip Under $7500 7,500
Office/Operating Supplies 24,900
Chemicals 70,500
Bldg & Maint Supplies 71,600
Diesel Fuel 3,500
Fuel Consumed 28,000
Materials-Job Cost 77,000
Small Tools/Minor Equip 26,000
Professional/Contract Svc 88,200
IT Charges 231,400
PW Administrative Chgs 374,800
Administrative Charges 639,900
Page 23
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General Rate Review Approach

Revenue Requirement 2015 2016 2017 2018
Revenues
Beginning Balance $ 5264000 $ 4,760,000 $ 4486000 $ 3,024000 $ 1,109,000 $ (34,000)
Rate Revenues Under Existing Rates 4,983,000 4,997,000 5,012,000 5,026,000 5,040,000 5,055,000
Non-Rate Revenues 492,000 508,000 446,000 399,000 412,000 427,000
Total Revenues $10,739,000 $10,265,000 S 9,944,000 $ 8,449,000 $ 4,561,000 $ 5,448,000
Expenses
Cash Operating Expenses $ 4,651,000 $ 4,772,000 $ 4897000 $ 5026000 $ 5,159,000 $ 5,296,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - - - - - -
Rate Funded Capital 361,000 100,000 1,136,000 1,430,000 556,000 610,000
Total Expenses $ 5,979,000 $ 5,779,000 S 6,920,000 S 7,340,000 S 4,595,000 S 6,752,000
Net Surplus (Deficiency) $ 4,760,000 $ 4,486,000 $ 3,024,000 S 1,109,000 S  (34,000) $ (1,304,000)
Additions to Meet Coverage - - - - - -
Total Surplus (Deficiency) $ 4,760,000 S 4,486,000 S 3,024,000 $ 1,109,000 $ (34,000) $ (1,304,000)
% Rate Increase Required 0.00% 0.00% 0.00% 0.00% 0.67% 25.80%
7
\J
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«-s.) General Rate Review Observations

Revenue Requirement

Revenues
Beginning Balance

Rate Revenues Under Existing Rates

Non-Rate Revenues
Total Revenues

Expenses
Cash Operating Expenses
Existing Debt Service
New Debt Service
Rate Funded Capital

Total Expenses

Net Surplus (Deficiency)

Additions to Meet Coverage

Total Surplus (Deficiency)

% Rate Increase Required

2015 2016 2017 2018 2019
5,264,000 % 4,760,000 $ 4,486,000 $ 3,024,000 $ 1,109,000 $ (34,000)
4,983,000 4,997,000 5,012,000 5,026,000 5,040,000 5,055,000
492,000 508,000 446,000 399.000 412,000 427,000
$10,739,000 $10,265,000 $ 9,944,000 S 8,449,000 $ 6,561,000 S 5,448,000
$ 4,651,000 $ 4772000 $ 4,897,000 $ 5026000 $ 5159000 $ 5,296,000
967,000 907,000 887,000 884,000 880,000 846,000
361,000 100,000 1,136,000 1,430,000 556,000 610,000
$ 5,979,000 $ 5,779,000 $ 6,920,000 S 7,340,000 $ 6,595,000 S 6,752,000
S 4,760,000 S 4,486,000 S 3,024,000 S 1,109,000 $ (34,000) S (1,304,000)
$ 4,760,000 S 4,486,000 S 3,024,000 $ 1,109,000 $ (34.000) S (1,304,000)
0.00% 0.00% 0.00% 0.00% 0.67% 25.80%

Including beginning fund balance in rate evaluation can mask needed

rate revenue

* Example shows no rate increase needed until 2018 when fund balance

depleted

< FCS GROUP
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#w=y General Rate Review Observations

(cont.)

2015

Revenue Requirement

2016

2017

2018

2019

Revenues
Beginning Balance 4,760,000 $ 4,486,000 $ 3,024,000 $ 1,109,000 $ (34,000)
Rate Revenues Under Existing Rates 4,983,000 4,997,000 5,012,000 5,026,000 5,040,000 5,055,000
Non-Rate Revenues 492,000 508,000 446,000 399,000 412,000 427,000
Total Revenues $10,739,000 $10,265,000 S 9,944,000 S 8,449,000 $ 6,561,000 $ 5,448,000
Expenses
Cash Operating Expenses $ 4,651,000 $ 4,772,000 $ 4,897,000 $ 5026000 $ 5152000 $ 5,296,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - - - - - -
Rate Funded Capital A 361,000 100,000 1,136,000 1,430,000 556,000 610,000
Total Expenses 5,979,000 $ 5,779,000 S 4,920,000 $ 7,340,000 $ 6,595,000 $ 6,752,000
Net Surplus (Deficiency) $ 4,760,000 S 4,486,000 S 3,024,000 S 1,109,000 $ (34,000) $ (1,304,000)
Additions to Meet Coverage - - - - - -
Total Surplus (Deficiency) $ 4,760,000 $ 4,486,000 S 3,024,000 S 1,109,000 $ (34,000) $ (1,304,000)
% Rate Increase Required 0.00% 0.00% 0.00% 0.00% 0.67% 25.80%

e Capital needs not consistent year to year

e |deally should smooth annual capital funding if possible so rates are

not volatile from year to year

»FCS GROUP
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General Rate Review Observations

(cont.)

Revenue Requirement

Revenues

2015

2016

2017

2018

Beginning Balance $ 5264000 /% 4,760,000 $ 4,486,000 $ 3,024,000 $ 1,109,000 $ (34,000)

Rate Revenues Under Existing Rates 4,983,000 4,997,000 5,012,000 5,026,000 5,040,000 5,055,000

Non-Rate Revenues 492,000 508,000 446,000 399,000 412,000 427,000
Total Revenues $10,739,000 $10,265,000 $ 9,944,000 S 8,449,000 $ 6,561,000 S 5,448,000
Expenses

Cash Operating Expenses $ 4,651,000 $ 4772000 $ 4,897,000 $ 5026000 $ 5,159,000 $ 5296,000

Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000

New Debt Service - - - - - -

Rate Funded Capital A 361,000 100,000 1,136,000 1,430,000 556,000 610,000
Totfal Expenses $ 5,979,000 $ 5,779,000 $ 6,920,000 S 7,340,000 S 6,595,000 S 6,752,000
Net Surplus (Deficiency) $ 4,760,000 S 4,486,000 $ 3,024,000 S 1,109,000 $ (34,000) S (1,304,000)
Additions to Meet Coverage - - - - -
Total Surplus (Deficiency) $ 4,760,000 $ 4,486,000 $ 3,024,000 $ 1,109,000 (34,000) $ (1,304,000
% Rate Increase Required 0.00% 0.00% 0.00% 0.00% 0.67% 25.80%

Capital needs not consistent
year to year
 Fund balance depleted (targetis $1.1 - $1.3 million)
7
\/
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Revenue Requirement

Revenues
Beginning Balance

Rate Revenues Under Existing Rates
Non-Rate Revenues

Total Revenues

Expenses
Cash Operating Expenses
Existing Debt Service
New Debt Service
Rate Funded Capital

Total Expenses

Net Surplus (Deficiency)
Additions to Meet Coverage

Total Surplus (Deficiency)

% Rate Increase Required

(cont.)

2015

$ 5264,000 /% 4,760,000

2016

2017

2018

General Rate Review Observations

$ 4486000 $ 3.024000 $ 1,109,000 $ (34,000)
4,983,000 4,997,000 5,012,000 5,026,000 5,040,000 5,055,000
492,000 508,000 446,000 399,000 412,000 427,000
$10,739,000 $10,265,000 $ 9,944,000 S 8,449,000 S 6,561,000 S 5,448,000
$ 4,651,000 $ 4,772,000 $ 4897000 $ 5026000 $ 5159000 $ 5296,000
967,000 907,000 887,000 884,000 880,000 846,000
A 361,000 100,000 1,136,000 1,430,000 556,000 610,000
$ 5,979,000 S 5,779,000 S 6,920,000 $ 7,340,000 $ 6,595,000 S 6,752,000
S 4,760,000 S 4,486,000 $ 3,024,000 S 1,109,000 $ (34,000) S (1,304,000)
S 4,760,000 S 4,486,000 $ 3,024,000 S 1,109,000 (34,000) S (1,304,000
0.00% 0.00% 0.00% 0.00%

Capital needs not consistent
year to year

* Rate increases needed in 2018/2019
* Wait until 2018/2019 or begin proactively funding needs slowly now?

»FCS GROUP
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depleted
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Revised Rate Assessment
(self supporting rates concept)

Revenue Requirement 2014 2015 2016 2017 2018
Revenues
Rate Revenues Under Existing Rates $ 4,983,000 $ 4,997,000 $ 5012000 $ 5026000 $ 5,040,000 $ 5,055,000
Non-Rate Revenues 492,000 509,000 447,000 403,000 418,000 433,000
Total Revenves $ 5475000 S 5,506,000 $ 5,459,000 S 5,429,000 $ 5,458,000 S 5,488,000
Expenses
Cash Operating Expenses $ 4,657,000 $ 4,778,000 $ 4,902,000 $ 5031,000 $ 5164000 $ 5,302,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - - - - - -
Rate Funded Capital - - - - - -
Total Expenses S 5,624,000 S 5,685,000 S 5,789,000 S 5,915,000 S 6,044,000 S 6,148,000
Total Surplus (Deficiency) $ (149,000) S (179,000) S (330,000) S (486,000) S (586,000) S (660,000)
% of Rate Revenue - 2.99% 3.58% 6.58% 9.67% 11.63% 13.06%

When recurring revenue evaluated alone —rate increases needed

e Fund balance is a one time revenue source — should not
be included in initial rate evaluation
— Can be used to phase-in rate increases

e Evaluate rate sufficiency to cover existing operating needs
first (O&M, taxes, existing debt service)

e Now add capital.....

»FCS GROUP
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Rate Assessment w/Capital
(Pay as you go)

Revenue Requirement 2015 2016 2017 2018
Revenvues
Rate Revenues Under Existing Rates $ 4,983,000 $ 4,997,000 $ 5012000 $ 5026000 $ 5040,000 $ 5055000
Non-Rate Revenues 492,000 507,000 445,000 397,000 412,000 427,000
Total Revenues $ 5,475,000 $ 5,504000 $ 5,457,000 S 5,423,000 $ 5,452,000 S 5,482,000
Expenses
Cash Operating Expenses $ 4,651,000 $ 4772000 $ 4,897,000 $ 5026000 $ 5,159,000 $ 5,296,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - - - - - -
Rate Funded Capital 361,000 100,000 1,136,000 1,430,000 556,000 610,000
Total Expenses $ 5,979,000 $ 5,779,000 S 6,920,000 $ 7,340,000 $ 6,595,000 S 6,752,000
Total Surplus (Deficiency) $ (504,000) $ (275,000) S (1,463,000) S (1,917,000) $ (1,143,000) $ (1,270,000)
% of Rate Revenue P 10.11% 5.50% 29.19% 38.14% 22.68% 25.12%

/

Rate funding capital can cause peaks and valleys in rates

e Some entities want to cash/rate fund needs — no debt

 Fund balances should take capital funding volatility not
rates

o Capital funding should be smoothed annually with other
funding sources available
+»FCS GROUP Page 30
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Capital Project Planning

Descripfion 2017 2018 2019

5 Project 1
6 Project 2
7 Project 3 918,000 306,000 306,000 306,000
8 Project4 380,000 50,000 330,000
9 Project 5 400,000 50,000 350,000 -
10 | Project 6 550,000 50,000 500,000
11 Project 7 990,000 100,000 890,000
12 | Project 8 290,000 40,000 250,000
13 | Project 9 400,000 400,000
14 | Project 10 210,000 210,000
18 Project 11 55,000 55,000
19

Total Capital Projects $4,193,000 | $ 361,000 $ 100,000 $1,136,000 $1,430,000 S 556,000 $ 610,000

Need to identify annual capital needs
Are costs escalatede Escalate to year of construction
Need ability to change project schedule
|dentify funding source ideal

“» FCS GROUP
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Fund Balance Assessment

Fund Balance 2014 2015 2016 2017 2018 2019

Beginning Balance $ 3000000 $ 2667000 $ 2,563,168 $ 1,272,075 $ (473,244) $  (1,448,744)
plus: Net Cash Flow (149,000) (180,000) (331,000) (488,000) (589,000) (665,000)
plus: Rate Funded Capital

plus: System Development Charges 169,500 169,500 169,500 169,500 169,500 169,500
plus: Revenue Bond Proceeds = - - - _ _
plus: PWTF Loans - - - - - _
plus: Interest Earnings 7,500 6,668 6,408 3,180 - -

Total Funding Sources $ 3028000 $ 2,663,168 S 2,408,075 $ 956,756 $ (892,744) S (1,944,244)
less: Capital Expenditures < (361,000) (100,000) (1.136.000) (1,430,000) (556,000) (610,000)
Ending Capital Fund Balance 2,667,000 $ 2,563,168 $ 1,272,075 $ (473,244) S (1,448,744) S (2,554,244)

Minimum Target Balangé (90 days O&M) $ 1,148,301 $ 1,178,137 § 1,208,712 f 1,240,521 $ 1,273,315 § 1,307,342

Days 209 257 130 (35) (145) (263)

Rate deficiency Capital costs Fund balances depleted and below targets, other

funding sources needed

Separate but related to rate revenue evaluation

Fund must cover any annual rate deficiency and capital needs
Separate operating and capital fund balance idedl

Include all funding sources available

Are fund balance targets mete
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Debt Funding

4
we

Fund Balance 2014 2015 2016 2017 2018 2019
Beginning Balance $ 3000000 $ 2813999 $ 3010724 $ 2178512 $ 1,766,705 $ 1,521,660
plus: Net Cash Flow (2,002) 120,190 126,761 68,248 137,038 237,734
plus: Rate Funded Capital - - - - - -
plus: System Development Charges 169,500 169,500 169,500 0 169,500 169,500
plus: Revenue Bond Proceeds - - - é@j’o\ﬂ - -
plus: PWTF Loans = = = = = =
plus: Interest Earnings 7,500 7,035 7,527 5,446 4,417 3,804

Total Funding Sources $ 3174999 $ 3,110,724 $ 3,314,512 $ 3,196,705 [$ 2,077,660 S 1,932,699
less: Capital Expenditures (361,000) (100,000) (1,136,000) (1,430,000) (556,000) (610,000)
Ending Fund Balance $ 2813999 $ 3,010,724 $ 2,178,512 $ 1,766,705 |$ 1,521,660 S 1,322,699

Minimum Target Balance (90 days O&M) $ 1,148,301 $§ 1,178,137 § 1,208,712 § 1,240,521 |$ 1,273,315 § 1,307,342

Days 221 230 162 128 108 91

New debt needed; Results in new debt service payment; need to understand
coverage requirements

Revenue Requirement 2014 2015 2016 2017 2018
Revenues
Rate Revenues Under Existing Rate: $ 4,983,000 $ 4,997,000 $ 5012000 $ 5026008 $ 5040,000 $ 5055000
Non-Rate Revenues 492,000 509,000 447,000 403,000 418,000 433,000
Total Revenues $ 5,475,000 $ 5,506,000 S 5,459,000 $ 5,429,000 $ 5,458,000 S 5,488,000
Expenses
Cash Operating Expenses $ 4,657,000 $ 4778000 $ 4,902,000 $ 5031,000 $ \5164,000 $ 5,302,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - - - 66,000 66,000 66,000
Rate Funded Capital - - - - - -
Total Expenses $ 5,624,000 S 5,685000 S 5,789,000 $ 5,981,000 $ 6,110,000 S 6,214,000
Total Surplus (Deficiency) $ (149,000) $ (179,000) $ (330,000) S (552,000) $ (652,000) S (726,000)
% of Rate Revenue 2.99% 3.58% 6.58% 10.98% 12.94% 14.36%




100% Depreciation Funding

Revenue Requirement 2015 2016 2017 2018
Revenues
Rate Revenues Under Existing Rate: $ 4,983,000 $ 4,997,000 $ 5012000 $ 5026000 $ 5040,000 $ 5055000
Non-Rate Revenues 492,000 505,000 441,000 397,000 412,000 427,000
Total Revenues $ 5475000 S 5,502,000 $ 5,453,000 S 5,423,000 $ 5,452,000 S 5,482,000
Expenses
Cash Operating Expenses $ 4,657,000 $ 4778000 $ 4,902,000 $ 5031,000 $ 5164000 $ 5302000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service - = -
Rate Funded Capital 1,396,000 1,398,000 1,421,000 1,449,000 1,460,000 1,473,000 >
Total Expenses $ 7,020,000 $ 7,083,000 S 7,210,000 S 7,364000 S 7,504,000 $ 7,621,000
Total Surplus (Deficiency) $ (1,545,000) $ (1,581,000) $ (1,757,000) $ (1,941,000) $ (2,052,000) $ (2,139,000)
% of Rate Revenue 31.01% 31.64% 35.06% 38.62% 40.71% 42.31%

e Rate funded capital equal to depreciation expense

— Reduces need for debt

— Accumulates cash for future capital needs

— May result in large rate impacts
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4;%'} Depreciation Funding — Phase In

Revenue Requirement 2015 2016 2017 2018
Revenues
Rate Revenues Under Existing Rate: $ 4,983,000 $ 4,997,000 $ 5012000 $ 5026000 $ 5040,000 $ 5,055000
Non-Rate Revenues 492,000 509,000 447,000 403,000 418,000 433,000
Total Revenues $ 5,475,000 S 5,506,000 $ 5,459,000 S 5,429,000 $ 5,458,000 S 5,488,000
Expenses
Cash Operating Expenses $ 4,657,000 $ 4778000 $ 4,902,000 $ 5031,000 $ 5164000 $ 5,302,000
Existing Debt Service 967,000 907,000 887,000 884,000 880,000 846,000
New Debt Service = - = -
Rate Funded Capital 250,000 500,000 750,000 1,000,000 1,250,000 1,500,006
Total Expenses $ 5,874,000 $ 6,185000 S 6,539,000 S 6,915000 $ 7,294,000 S 7,648,000
Total Surplus (Deficiency) $ (399.000) S (679,000) S (1,080,000) S (1,486,000) S (1,836,000) S (2,160,000)
% of Rate Revenue 8.01% 13.59% 21.55% 29.57% 36.43% 42.73%

e Rate funded capital target depreciation over time
— Reduces need for debt
— Accumulates cash for future capital needs
— Moderates rate impacts
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Rate Strategy Options

Revenue Requirement 2014 2015 2016 2017 2018

% of Rate Increase Needed 2.99% 3.60% 6.60% 18.42% 20.38% 21.84%
RATE INCREASES AS NEEDED
Annual Rate Adjustment 2.08% 0.58% 2.89% 11.08% 1.61% 1.17%
Cumulative Annual Rate Adjustment 2.99% 3.59% 6.58% 18.39% 20.29% 21.70%
Sample Residential Mo Bill w/lncr. S 3686 $ 37.07 § 38.15 § 4237 $§ 43.06 $ 43.56
Monthly Average Increase ($) $ 0.75 $ 021 $ 1.07 % 423 % 0.68 $ 0.50
RATE INCREASES SMOOTHED
Annual Rate Adjustment 4.00% 4.00% 4.00% 4.00% 2.00% 1.00%
Cumulative Annual Rate Adjustment 4.93% 9.12% 13.49% 18.03% 20.39% 21.59%
Sample Residential Mo Bill w/lncr. S 37.55 § 39.06 S 40.62 $ 4224 $ 43.09 S 43.52
Monthly Average Increase ($) $ 1.44 % 1.50 $ 1.56 % 1.62 % 084 % 0.43
RATE INCREASES EVERY OTHER YEAR
Annual Rate Adjustment 6.75% 0.00% 6.75% 0.00% 6.75% 0.00%
Cumulative Annual Rate Adjustment 6.75% 6.75% 13.96% 13.96% 21.65% 21.65%
Sample Residential Mo Bill w/lncr. S 38.55 § 38.55 § 4115 S 4115 § 4393 S 43.93
Monthly Average Increase ($) $ 244 % - $ 260 $ - $ 278 % -

R/
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Wrap Up / Questions

Rate study steps depend on what you
are trying to answer

Understanding your sensitivities, priorities
and objectives will help focus the
analysis

Having a representative from key
departments improves results

Rate study provides a financial planning
tool that is vital for prudent fiscal
management and fiscal sustainability
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